Ten Warning Signs Of A Market Crash In 2015 

by JOHN FICENEC | TELEGRAPH | JANUARY 3, 2015 




The FTSE 100 slid on the first day of trading in 2015. Here are 10 warning signs that the markets may 
drop further. 



Vix fear gauge 

For five years, investor fear of risk has been drugged into somnolence by repeated injections of 
quantitative easing. The lack of fear has led to a world where price and risk have become estranged. As 
credit conditions are tightened in the US and China, the law of unintended consequences will hold 
sway in 2015 as investors wake up. The Vix, the so-called "fear index" that measures volatility, spiked 
to 18.4 on Friday, above the average of 14.5 recorded last year. 

Rising US Treasury yields 

With the Federal Reserve poised to raise interest rates for the first time in almost a decade, and the 
latest QE3 bond-buying programme ending in October last year, credit markets are expecting a poor 
year for US Treasuries. The yield on two-year US Treasuries has more than doubled from 0.3 lpc to 
0.74pc since October. 

Credit insurance 

Along with the increased US Treasury yields, the cost of insuring against corporate credits going bad is 
also going up. The cost of insuring investment grade US corporate credit against default has become 
20pc more expensive, rising from lows of 55 to 66 since July, according to Markit. 



Rising US credit risk 

The wider credit market is also flashing warning signs. The TED spread, as reported by Bloomberg, is 
the difference between the rate US banks are willing to lend to each other and the Federal Reserve rate, 
which is seen as risk free. The TED spread is taken as the perceived credit risk in the general economy, 
and increased 9pc in December to its highest level since the end of 2013. 

Rising UK bank risk 

In the UK, a key measure of risk in the London banking sector is the difference between the London 
interbank offered rate (Libor) and the overnight indexed swap (OIS) rate, also called the Libor-OIS 
spread. This shows the difference between the rate at which London banks are willing to lend to each 
other and the Federal Reserve rate which is seen as risk free. On Friday, the Libor-OIS spread reached 
its highest level since October 2012. 

Interest rate shock 

Interest rates have been held at emergency lows in the UK and US for around five years. The US is 
expected to move first, with rates starting to rise from the current 0-0.25pc around the middle of the 
year. Investors have already starting buying dollars in anticipation of a strengthening US currency, with 
the pound falling lOpc against the dollar since July to hit 1.538 on Friday. UK interest rate rises are 
expected by the end of the year. 




Bull market third longest on record 

The UK stock market is in its 70th month of a bull market, which began in March 2009. There are only 
two other occasions in history when the market has risen for longer. One is the period leading up to the 
great crash in 1929 and the other before the bursting of the dotcom bubble in the early 2000s. 



UK markets have been a beneficiary of the huge balance sheet expansion in the US. US monetary base, 
a measure of notes and coins in circulation plus reserves held at the central bank, has more than 
quadrupled from around $800m to more than $4 trillion since 2008. The stock market has been a direct 
beneficiary of this money and will struggle now that QE3 has ended. 
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Overvalued US market 



In the US, Professor Robert Shiller's cyclically adjusted price earnings ratio - or Shiller CAPE - for the 
S&P 500 is currently at 27.2, some 64pc above the historic average of 16.6. On only three occasions 
since 1882 has it been higher - in 1929, 2000 and 2007. 
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Commodity collapse 

Commodity markets have been the lead indicators for a global slowdown, as the prices for oil and iron 
ore more than halved in value last year. The Bloomberg Global Commodity index, which tracks the 
prices of 22 commodity prices around the world, fell to fresh five-year lows on Friday at 104.17. 
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Professional investors exit Professional investors are already making for the exit. The Bloomberg 
smart money flow index tracks the market movements at the end of the trading day on the Dow Jones, 
when professional investors tend to make their move. The index showed heavy buying activity from 
2009 onwards as professional investors followed central banks' money into the markets, achieving 
record gains during the past five years. That trend was reversed from the beginning of 2014 and the 
smart money is now making for the exit, as the S&P 500 carries on rising to new record highs. 

The structure of global capital markets is such that the $68 trillion equity market is riskier and sits on 
top of a credit market worth more than $100 trillion. As yields have fallen in the credit markets, the 
excess profits have flowed up to equity, in turn lifting stock markets to record highs. The reversal of 
that trend, one of increased risk and rising credit yields will reduce returns to equity and send 
Shockwaves through stock markets. The warning signs are not all flashing red just yet but investors 
would do well to head these indicators that suggest caution and prepare their portfolio before the crowd 
flocks to the exit. 

Obamas Dine At Restaurant Charging $500,000 
For Membership 

by DANIEL HALPER | THE WEEKLY STANDARD | JANUARY 2, 2015 
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The restaurant the President is eating at tonight offers 
$500,000 "memberships" vintagecave.com/membership 

11:59PM - 1 Jan 2015 
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$295 prix fixe menu. 

President Barack Obama and 
his wife, Michelle Obama, spent 
the first night of the new year at 
Vintage Cave, an upscale 
restaurant in Hawaii. 

"At Vintage Cave Honolulu, one 
can enjoy exceptional food and 
wine at the hands of gifted 
masters of the culinary arts. 
'Chef's recommendation' 

commands a gravitas guaranteed to satisfy the most discerning palate. Seasoned sommelier's conduct 
the process of pairing wine and food with true finesse and style. Secure in the natural embrace of the 
cave-like environment, guests are encouraged to relax, 'hit reset' and escape the ordinary," Vintage 
Cave's description reads on its website. 

As Time's Zeke Miller pointed out, membership at the restaurant can set you back $500,000. 

The half million dollars is to become a "Charter Member." A cheaper membership option the restaurant 
offers is "Special Member," which costs only $50,000. 

The restaurant's prix fixe menu is reportedly $295, with a 13-15 course meal. One local magazine 
estimates "total bill for two, with wine, will approach $1,000." 
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